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PROCEEDI NGS

| NTRODUCTORY REMARKS

MS. DESANTI: Good nmorning. | would appreciate
it if everyone would take their seats. W want to try
to start as pronptly as possible here.

Let nme introduce nyself. M nane is Susan
DeSanti. | amD rector of Policy Planning at the
Federal Trade Commission, and I'd like to welcone all of
you to this FTC workshop on mar ket power and consuner
protection issues involved with encouragi ng conpetition
inthe US. electric industry.

| first want to very nmuch thank the speakers and
panel i sts who have agreed to participate in this
wor kshop. W have a very distingui shed group who have
agreed to be here, and we're honored to have them |
think it is a reflection of the distinguished panelists
and speakers we have for you today that, in fact, we
have a greater nunber of people who wanted to attend the
wor kshop than we had originally anticipated.

This leads to nmy next thank you, which is to
Georgetown University Law Center, which allowed us to
use this wonderful facility on such short notice so we
can have everybody in the same roomfor the discussions

that we anticipate will be part of this workshop.
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| have just a few nore thank yous and sone
housekeeping details, and then I will introduce our
first speaker, FTC Chairman Robert Pitofsky.

| also want to thank our co-sponsors, the
Nat i onal Regul atory Research Institute and the Nati onal
Council on Conpetition and the Electric Industry, who
have been instrunental in planning and inplenenting this
wor kshop. They are also providing the refreshnents, a
very inportant conponent of the workshop.

CGeorgetown has asked us to ask you to pl ease not
bring food or drink into the auditorium and your
cooperation on this is appreciat ed.

| have sonme housekeeping details. | want to
introduce Sula MIller, who is the person upstairs who
gave you your nmaterials, she's doing the registration --
and if they are here or whoever anong these three are
here, there are three people -- and Tinothy Slavin from
Georgetown | would ask to stand up; John Hilke fromthe
FTC and M chael Wobl ewski fromthe FTC. These are
peopl e to whom you should turn if you have questions
about the facilities or the workshop.

Mor e housekeeping details, the restroons are
| ocated upstairs, just outside the glass doors, to the
right and the left, and the tel ephones are also | ocated

upstairs, outside the glass doors, to the right back

For The Record, Inc.
Wal dorf, Maryl and
(301) 870- 8025



For The Record, Inc.
Wal dorf, Maryl and
(301) 870- 8025

12



13

behi nd the chapel on the right side.

Now, with respect to your workshop materials, |
just want to alert you to two itens that you may find
particularly useful. These are the materials that you
pi cked up along with your name tag this norning.

Behind the first tab in the handout is a chart
that was prepared by the National Regul atory Research
Institute, and it describes the basic features of the
restructuring plans of the four pioneer states,
California, Massachusetts, Pennsylvania and New Jersey.

Now, the issues covered in this chart include
mandatory rate reductions or rate caps, shopping
credits, policies governing standard offers, default
service, stranded cost recovery, market power mtigation
strategies, information disclosures and consuner
protection issues, and you may find it useful to refer
to this during the panel discussions.

Now, on a nore practical and nmundane level, to
assi st in your determnation in where to have | unch,
| ook behind the last tab in the handout, and you w ||
find a list of restaurants and places to grab a
sandwi ch, and all of the places that are listed are
wi thin a short wal ki ng di stance of the Georget own
Uni versity Law Center.

And the last detail, | would like to thank in
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particul ar two people who have worked tirel essly to make
this workshop as val uabl e as possible. They are M chael
W obl ewski, the FTC advocacy coordi nator, and Sul a
MIller. They have worked behind the scenes to make sure
this workshop goes as snoothly as possible and is as

val uabl e as possible for all of you.

Now, |let me introduce the Chairman of the
Federal Trade Comm ssion, Robert Pitofsky. Bob Pitofsky
becanme Chairman of the FTC in April of 1995, and at the
time he was nom nated for that position by President
Clinton, he was a professor of |aw at the Georgetown
University Law Center and O Counsel to the Washi ngton
D.C. law firmof Arnold & Porter.

O course, he was no stranger to the FTC at that
time, having been a Comm ssioner at the FTC from 1978 to
1981 and before that director of the Bureau of Consuner
Protection from 1970 to 1973.

Now, honestly, | would take up all of his
speaking time if | tried to list all of his many honors
and acconplishnents. |1'mgoing to nention a couple. He
chaired the Defense Science Board Task Force on
Antitrust Aspects of Defense Industry Downsizing in
1994. He's been a nenber of the Board of Governors of
the D.C. Bar Association, and he's been dean of the

CGeorgetown University Law Center.
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Hi s publications include | egal case books on
both trade regulation and antitrust |aw

And with that I will close and hand you over to
Chai rman Pit of sky.

(Appl ause.)

CHAI RVAN PI TOFSKY:  Thank you very much. Thank
you, Susan. You could have taken nore tinme with honors
and acconplishnents. Wat's our rush?

It is wonderful for nme to be back here in ny old
school and building. | nust say, as | wal ked in,
there's hardly anything that has welcone -- is the
same. The building' s been changed. This wonderful room
is different. | knew when | stepped down as dean that
things would go well, but this is really disconcerting
t hi s norni ng.

|, too, want to welcone you to the Federal Trade
Commi ssion's public workshop on mar ket power and
consuner protection issues relating to conpetition in
the United States electric industry, and I want to thank
and acknow edge, as Susan did, the National Regulatory
Research Institute and the National Council on
Conmpetition and the Electric Industry who are co-hosts
and hel ped us to prepare these sessions. And | al so
want to acknow edge John Hil ke, M chael Wobl ewski, who

have done a fantastic job of putting what | think you
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all will agree is a remarkabl e program together.

W stand at the very early stages of a great
national enterprise. The goal is nothing |ess than to
i nject conpetitive incentives into the electric
i ndustry, which historically has been heavily regul ated
by the Government and where vertically integrated
conpani es have controlled all segnments of that industry,
i ncl udi ng generation, transm ssion, distribution and
retail marketing.

The states have been on the front line in
bringi ng conpetitive forces to bear in electric power
generation and in sonme cases to the retail marketing
aspects of the electric industry. W want to learn from
t he experience of the states and what they' ve done so
far, and we want people fromthe states to have an
opportunity to talk to each other and share their
experiences in this challenging matter.

The last 20 or 25 years have seen extensive
deregul ation of fornerly regul ated industries supported
by a broad, bipartisan consensus in the country that
conpetition creates incentives for efficiency and
i nnovation that cannot be duplicated by governnent
regul ation. W have largely elimnated price and entry
regul ation and restrictions on airline transportation,

railroad traffic, trucking traffic and
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t el econmuni cati ons.

Not every aspect of deregul ation has gone
snoot hly, but | ooked at broadly over a |ong period of
time, there can be little doubt that consunmers have
profited fromthe introduction of conpetition. Just
t hi nk of the headlines two weeks ago when AT&T dropped
its prices on |long distance tel ephone traffic to neet
the initiatives of Ml and Sprint. The idea of a price
war in long distance tel ecomunicati ons was
i nconcei vabl e just 10 or 15 years ago, and what we now
have is a situation where prices are down, innovation is
up, and conpetition is a healthy elenment in this sector
of the econony.

Conmpetition in electric generation and
mar keti ng, the idea that consunmers would actually have a
choi ce on which conpany they buy their electric energy
from is alnost as inconceivable today. The resources
at stake, as this group knows, are huge. Total industry
revenues are estimated at $200 billion a year, and total
capital investnment at $700 billion a year, alnost 10
percent of the total capital investnment in this
country.

If we can deregulate -- and | believe
substantial deregul ati on, maybe not everything, but

substantial deregulation at sone future point intinme is
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i nevitable -- consuner savings and inprovenents in
technol ogy can be as great or greater than that achieved
in deregul ating these other industries. The challenge
of making deregulation work is equally huge. It wll

t ake coordi nated action by state and federal

authorities, and nost inportant good judgnent, to ensure
that consuners benefit fromelectric industry
restructuring and that the programis fair to al

pl ayers in that market.

Transition periods fromtotal regulation to a
total free market usually encounter great difficulties.
We already begin to hear conplaints that the transition
| eaves sone firnms better off than others, and we hear
comments about the absence of a | evel playing field.
Oten those conplaints have a good deal of validity to
t hem

One point that | would enphasize, and |'ve said
this before in other contexts, is that where the goal is
to introduce a level playing field, the strategy ought
to be, where feasible, to deregulate those elenents in
the econom c sector that are still regulated rather than
reregulate or introduce tenporary regulation to even out
conpetitive opportunities.

The primary purpose of this workshop is to

di scuss experience under state policies that have
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encouraged retail conmpetition. W want to |earn and

di scuss topics that bear directly on the m ssion of
ensuring that the nation's nmarkets function
conpetitively and are free of undue restrictions. W
want to hear about how the states have eval uated and
addressed exi sting horizontal market power and verti cal
integration, and we will during these sessions deal with
exceptionally conplicated questions of discrimnation
and cross-subsi di zati on.

We're also interested, FTC in particular would
be, about how consuners have reacted to deregul ati on and
restructuring, how do new entrants advertise sal es of
el ectric power, and what information disclosures have
been mandated by the states. What consuner protections
have the states found to be necessary to ensure that
consuners get the benefits of conpetitive markets.

Qut st andi ng gover nnent busi ness, consuner and
academ c figures are here to participate in this
wor kshop. We're hopeful that the conversation on these
issues wll prove useful, because policies adopted at
the early stages of deregulation are likely to have an
i mrense i nmpact on the pace and accept ance of
restructuring.

As this group well knows, the devil is in the

details. Deregulation is the right way to go, but we
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must choose the right approaches to get there.

Let nme now i ntroduce the noderator of the first
panel, ny col |l eague, FTC Conm ssioner Sheila F. Anthony,
who will introduce a panel of state officials who wll
di scuss the approaches they have taken to restructuring
the electric power industry in their states.

Thank you.
(Appl ause.)

For The Record, Inc.
Wal dorf, Maryl and
(301) 870- 8025



28

SESSI ON | :
RETAI L COVPETI TION I N Pl ONEER STATES
PANEL A:
VWHAT APPROACHES DI D PI ONEER STATES
TAKE | N PROMOTI NG RETAI L ELECTRI CI TY COWPETI Tl ON?
COWMM SSI ONER ANTHONY: Good norning. W are
| eadi ng off the workshop by hearing fromrepresentatives
of the four pioneer states, California, Massachusetts,
Pennsyl vani a and New Jersey. Each will make openi ng
remarks, and then, if time permts, there will be a
guestion and answer peri od.
First we will hear fromM. Gegory Conlon. M.
Conl on served as Conm ssioner on the California Public
Utilities Comm ssion from 1993 to 1998 and was presi dent
from 1996 to 1997. During his last two years at the
California Comm ssion, he was the coordinating
conmmi ssioner for its electric restructuring efforts.
He was deeply involved in devel oping the
Comm ssion's electric restructuring policy decision
i ssued in Decenber 1995 that first allowed retai
conpetition in the electric power industry in
California. He continues to nonitor and speak on
el ectric power restructuring issues both nationally and

in California.
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Vasi ngt on of Massachusetts' Departnent of

Tel ecomuni cati ons and Energy. He was appointed to the
commi ssi on by Governor Paul Cellucci in February 1998.
Wil e at the Conm ssion, Conm ssioner Vasington has
focused on issues related to the introduction of
conpetition in the tel econmunications and el ectric power
i ndustri es.

Third to provide opening remarks wll be
Conmi ssi oner Nora Mead Brownell. Comm ssioner Brownel
was appointed to the Pennsylvania Public Uility
Comm ssi on by Governor Tom Ridge for a five-year term
endi ng March 31st, 2002.

During her tenure at the Comm ssion,
Comm ssi oner Brownell has been an out spoken advocate of
ensuring that new generation suppliers have the correct
incentives to enter the market that both attract
consuner protec -- consumer participation and permt
electric utilities to maintain systemreliability and
qual ity of service.

She al so has been highly concerned that
utilities provide detail ed consuner education to ensure
t hat consuners are inforned and educated about retai
access.

Last, but certainly not |least, we will hear from

Presi dent Herbert Tate of the New Jersey Board of Public
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Uilities. He was appointed to that post and desi gnated
by president -- and designated president by Governor
Christy Todd Whitman in January of 1994.

M. Tate has spearheaded the Governor's
initiatives to create an open, conpetitive marketpl ace
within the state's electric, natural gas and
t el ecommuni cations industries. He is recognized as an
architect of the 1999 New Jersey Electric D scount
Energy Choice Act, which deregul ates both the electric
and natural gas industries for residential and business
CONSUNers.

We're delighted to have all four of you here
today, and as -- M. Conlon, as representative of the
first state to provide retail access, we'd |ike you to
begin with your opening remarks.

And audi ence, as our panelists share their ideas
wi th us, be thinking of questions that you may wish to

ask themon the material we cover this norning.

MR. CONLON: Good norning. |'mhonored to be
here in Georgetown Law School. Since |'ve spending a
ot of ny time in |aw school nyself, | have three

cl asses tonorrow, so |I'mvery anxious to be back, but
|"mnormal ly studying torts and evi dence rather than
restructuring.

But | spent six years with the Conmission. |'m
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no longer with the Comm ssion. These coments |'m
making this nmorning are strictly m ne based on ny
regul ati ons and ny observance since comng off the
Commi ssion. M termended January 1 of this year, so
I"mtrying to stay active as an interested observer and
going to |l aw school at night. So, I'm-- and sonetines
during the day, but a part-tine basis.

So, let ne get started with California's
experience. | guess as being one of the first if not
the first state to take the plunge, so to speak, | think
it's inportant to realize that the rationale for that
start was primarily necessity. | don't think you' d make
the dramatic change that we nade wi thout sone conpelling
necessity, and | think that's -- it was a
custoner-driven necessity primarily, the |arge
cust oners.

If you recall, we started in -- | walked in the
Comm ssion in -- February 15th of 1993, the day that the
Yel | ow Book was issued in California defining the
probl em and the problemwas basically high rates, we're
150 percent of the national average, we were 200 percent
of the surrounding states, and the | arger energy-related
i ndustrial custoners were truly irate.

They -- | talked personally to over 50 percent

of the representatives of the large industrial custoners
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in California. They had personal anger at the
Comm ssi on, because they primarily felt that it was the
Conmi ssion rather than the econom c circunstances --
which I think was the primary reason, but be that as it
may -- they felt that we, the Commi ssion, were the
problem And |I'm sure John Anderson can give his view
of that at the -- at the hour, because his clients were
sone of the |eading forces behind our change.

And | think that the Yell ow Book and then the
Bl ue Book and then the process was a lot of turmoil, a
| ot of change, people were very unconfortable, but we
out of that process canme up with what we felt was a
realistic approach to deregul ating the market,
restructuring the market, and | think the primary goals
were to give custoners choi ces.

Simlar to your exanple this norning of the |ong
di stance, | nean, it's amazing. M son lives 25 mles
fromme. Four years ago, it cost ne 22 cents a mnute
totalk to him Today | talk for four cents a m nute,
and | have calls continually to nake better deals. So,
you can see the price drop that's happened in the | ocal
toll market, let alone the |Iong distance toll market.
So, it's an exanple of what happens when you all ow
choi ce.

And | think the thing that hasn't happened in
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California that will happen next year is the visibility
of prices on an hourly basis. If you |ook at our
primary decision we issued in Decenber of '95, half of
that was built on the hourly prices of energy. | think
that's got lost in the shuffle.

And | think the strongest statenent |'ve heard
for this came out of Justice Departnent at a conference
a couple years ago with the electric commttee when they
menti oned the best mitigation of nmarket power is hourly
prices in electricity, because if soneone has control of
the market and they unrealistically raise the price,
that if price signals are truly there, if electricity is
22 cents a kilowatt hour or 40 cents a kilowatt hour or
$10 a kilowatt hour and people are paying that and they
see that and they have the ability to adjust their use,
they will, particularly the |arger custoners, even the
| arger industrial custoners.

Peopl e are getting ready now. California has
deregul ated the netering and the billing, and the
metering market is going to be Iike the cellular
market. |'msure that four years fromnow they wll

give you a neter that reads your usage by the hour and

custoners will -- and | think the primary sellers of
that will be the oil conmpanies. | still think that
Shell G, Chevron and players like that will conme into
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the market, because they have the billing systens today,
t hey have the custoner base, and they will take that
retail market away fromthe people that are in it today,
because, you know, the -- what's the statenent, the big
dog gets the -- what do they accuse you, John, of al

the time? The big dog, the big notor conpany?

Well, the big oil conpanies | think will come in
and be the retailers of the future, and they will make
this thing happen, and they will make it happen on an
hourly basis. Now, others will conpete, and others wll
make it just like in the long distance market, but |
think that's where this market's goi ng.

But | want to enphasi ze today the inportance of
that hourly market. That's been -- that's been hidden,
because we've had a programof six years of rate
freeze. That freeze has ended for San Diego Gas &
Electric. It will end for PGE | think by January,
because once they get this hydro sale figured out, that
the gain on that sale -- | told themthat | would
personal |y buy those hydro assets at three tines book
value as a right of first refusal, because | felt it was
such a good deal. So, if they get three or four tines
book val ue, their recovery of their stranded assets wll
end, their rate freeze will end, and prices wll go to

an hourly basis, just like we intended.
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But we haven't seen that yet, because it's been
-- the Legislature cane along and froze prices for five
years. It was supposed to end in April 2002, but |
think it will end in January of 2000 and for Edi son
probably sonetinme later in that year. So, by the end of
2000, the end of the first year of the mllennium we
will have a truly conpetitive market in California for
the first time, because up until nowit's been a --
nobody knows what's happeni ng, because rates don't
change. Rates are frozen. So, it's only when the rates
are no longer frozen and the price signals cone
t hr ough.

And you coul d open The Wall Street Journal today
and see the price of electricity in California not by
t he hour, but you can get it off the web, cal px.com
every day you can check the prices of electricity in
California, and on August 10th, | think they got up to
22 cents in the afternoon. |'msure many conpanies in
California that are operating, highly -- the air
conpanies will think tw ce about operating their plants
at 22 cents a kilowatt hour on a hot sumrer day. So, |
think that that's one of the nain points | wanted to
make.

| wanted to give you a -- | will talk this

af t ernoon about the market power issues on the I SO and
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the PX and the divestiture of generation, but | think
will wait until then to cover those points. But | do

want to show you the status of today, where we are on

custoners, and | -- in your book, in the first page, it
shows the -- the nunber of custoners, but it doesn't
show the volunme. You know, it shows -- I'msorry for

the small size, but it's in the first page of the

not ebooks, of your Session I, | believe, the first tab.
You can see under California, the first colum

it shows you the 12,000 -- the 12 mllion custoners --

where are they? 1've got 10 million here. [|'mnot sure

where they got their 12 mllion, but anyway, the 153, 000

custonmers who have switched -- which doesn't seemlike
much. It's only 1 and a half percent of the residential
market. It's only 3.8 percent of the under 20kil owatt

hour commercial market, but it's 14 percent of the |arge
commercial custoners, 26 percent of the industrial
cust oners.

But the point that didn't show up in our -- in
the book is it's 20 percent of the nunber of custoners,
but it's 26 percent of the industrial |load, and I think
by the end of this year that 50 percent of the |oad on
the industrial custoners will have switched, and | think
that they've switched probably as sort of a

cherry-pi cki ng, cream skinm ng, 5 percent discount
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t hi ng.

You know, the marketers are com ng al ong sayi ng
"1l charge you 5 percent |less than the utilities, and
they say "Deal ," but |I think the thing that they've
m ssed is they should be taking everything that noves,
every neter that noves on their property, and having it
all figured out for 8000, whatever nunber of hours it is
a year, and manage each neter to cut those bills.

And | think they can cut themby 10 or 15 or 20
percent if they do a good job of | oad managenent of
their use. And | think the industrial custoners that
have average bills of over $200 a nonth can do the
sanme. The smart houses, where everything -- every
appliance in the house will be on your PC, and you can
nmeasure its usage and you can automatically adjust it on
based on the price of electricity, |I think IBM has the
software now to do that and with ultraviol et
transm ssion to each appliance, that you will have the
ability to -- especially if two people are working at
home and they have their air conditioning comng --
goi ng, a waste of noney. And when the price of
electricity is on an hourly basis, it's worth your while
to shut it off or to reduce it to where you save noney.

But the point | wanted to make is that the |arge

i ndustrial custoners, you have got 20 percent of the
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custoners at 26 percent of the | oad have al ready
switched, and I think that will be nuch higher at the
end of this year.

And four years fromnow or five years from now,
when we get down the pike -- | think the AT&T has been
14 or 15 years now since it's happened, but you can see
it's happening much faster here than it did in
t el ephone, long distance. The dollars are bigger. This
is a $200 billion market. The big players will cone
in.

| nmean, Enron is here this norning. As | say, |
t hi nk Shell has set up a conpany, and they're in Al abama
or Georgia with their subsidiary, but | -- they assure
me that when the tinme is right, they will be in
California. And | think the tine is right when the rate
freeze is off and the prices conme through on an hourly
basi s.

So, | think I"l'l just say that the best things
that happen in California is the rate freeze is going to
end early. It was designed to end in April of 2002, and
it'"s goingtoend | think in April of 2000, which is two
years sooner, and the power exchange price -- the
average price for the power exchange was 2.4 cents | ast
year. California's enbedded rate is 5.5 cents. So,

once the rate freeze ends, you' ve got a three cent
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reduction, not three-tenths of a percent, but three
cents reduction in energy prices on average during the
year.

In the winter nonths the reduction wll be
al nost five cents, because the energy cost in California
during January, February and March is going to average
about a penny for energy, where in the sumrer it's going
to average three and a half to four cents, and every
month your bill will noderate for the energy portion
only, which is close to 50 percent of the bill once the
CTCis gone. So, | think that that's the -- that's the
real good news.

We never thought the PX price would be as | ow as

it is, we never imagined that stranded assets woul d be

recovered this soon, and we think that the -- the big
news, which I'Il get into this afternoon, we have got $5
to $7 billion of new investnent at the Energy Conmi ssion

to be sited and approved. W have got over 10, 000
megawatts of new energy investnment coming into
Cal i fornia.

And if you recall, one of our objectives during
the '93-'94 recession, depression, was to get new
investnment in California. So, we're very excited and
happy to have -- at least | am as an individual -- to

see $5 to $7 billion sitting in the Energy Conmi ssion

For The Record, Inc.
Wal dorf, Maryl and
(301) 870- 8025



For The Record, Inc.
Wal dorf, Maryl and
(301) 870- 8025

51



52

waiting to be sited so that they can build those plants
in California and conpete in a market, and | don't know
how they are going to do it at 2.4 cents an average
price for energy, but they evidently feel they are.
They are getting noney from banks to finance them so
there nust be sonething there that they see that
don't, but we are very satisfied with that progress.

So, with that I'll stop and talk to you again

this afternoon on the market power issues.

(Appl ause.)

M5. ANTHONY: Commi ssioner Vasington fromthe
Massachusetts Departnent of Energy and
Tel ecommuni cati ons.

MR. VASI NGTON: Good norning. Thank you,
Comm ssi oner Ant hony and Chairman Pitof sky and the ot her
commi ssioners and staff of the FTC for inviting ne here
and having this workshop this norning.

You'l | probably get bored with this, but |I have
to give the standard disclainer, that being on a
five-menber board, any opinions that | give of our
restructuring plans are ny own.

What 1'd like to do is first just give you a
brief, very brief history, of the process in
Massachusetts, how el ectric restructuring cane about,

and then |I'lIl describe a little bit about what | think
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wor ked wel |l in Massachusetts and what | think didn't
work well in Massachusetts to date.

The details of the Massachusetts restructuring
pl ans and the processes are in your handout, so | won't
go into that.

Simlar to what Conm ssioner Conlon said, the
initiative to restructure the electric industry in
Massachusetts and introduce conpetition was really
custoner driven and also in particular by the industrial
custoners, Raytheon in particular, which was the | argest
-- one of the largest private enployers in
Massachusetts at the tine.

In February 1995, the Comm ssion -- we were then
the Departnent of Public Uilities, we are now call ed
t he Departnent of Tel ecomruni cations and Energy -- but
the DPU started an inquiry into whether or not retai
conpetition should be established as a goal in
Massachusetts.

I n August of 1995, an order was issued by the
Commi ssion laying out goals and principles for the
i ntroduction of conpetition. | think that was a very
i nportant step in the process.

The objective laid out by the Conm ssion was
reduci ng costs over tine for all consuners of

el ectricity as the primary objective. The overall goal
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was to develop an efficient industry structure and
regul atory framework that mnimzed costs to consuners
whil e nmaintaining safe and reliable electric service
Wi th mnimuminpact on the environnent.

Now, also as part of that order there were seven
principles that were laid out by the Comm ssion and al so
a couple of key issues were resolved early on, the nost
i nportant of which was that the Comm ssion decided that
as a policy matter -- not as a legal matter, they didn't
get into the constitutionality of the question -- but as
a policy matter it was appropriate to allow for an
opportunity to recover all nonmtigatable stranded
costs. And the reason that was inmportant was it then
led to settlement discussions between the Attorney
Ceneral, the Division of Energy Resources in
Massachusetts and the affected electric utilities.

Once those major principles were resolved by the
Comm ssion, that set up the franework for the settlenent
di scussi ons, which then came in with settlenents filed
with a couple of the largest electric conpanies in md
to late '96 and early 1997, and these settlenents
provi ded the basis for the legislation that was to
follow. You'll see the details of the legislation in
your handout, but they follow pretty closely along with

what had al ready been settled between the Attorney
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General and the utilities.

In fact, the legislation provides that when we
approved and eval uated restructuring plans for the
utilities, we had to give deference to those -- to those
earlier filed settlenments, that those were taken as they
wer e.

After the settlenments were filed, then as |
said, the legislation followed up closely on that. It
was passed in Novenber of 1997. It was really a soup to
nuts piece of legislation in Massachusetts. It did
everything fromrenanme the agency to changing it froma
t hree- menber board to a five-nenber board, which all owed
me to take on ny current position.

The |l egislation also provided for the start of
conpetition on March 1st, 1998 and laid out all -- in
excruciating detail all of the requirements and
processes for the introduction of conpetition. It also
streanmined the siting process and provided for consuner
education and rules for switching carriers and for
provi ders who want to enter the market.

Now, what worked and what didn't? To a |arge
extent, it's really too soon to tell. W're only 18
nmonths into the process, and if the exanple fromthe
t el ephone i ndustry is any guide, where we've got over

three years nowinto the process, and it takes a | ong
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time for seismc shifts in industries really to play

t henmsel ves out, especially when you don't have the
infrastructure in place to really acconplish conpetition
and on a whol esale basis. | use "whol esal e"

generically, not in the industry terns.

In particular, we had our |1SO markets only
opened up this past May, on May 1st. Seven markets
opened up where the 1SOis now nonitoring those and we
are nonitoring them as well. Unfortunately, the
mar ket s opened up just before probably the worst summer
we have had in a long tine probably for heat, and the
capacity situation was very close on nunerous instances
in the sunmer, particularly right after the 4th of July
where we cane very close to having bl ackouts.

So, the ISOreally had to shift nost of its
attention to nonitoring and nmeki ng sure there was enough
capacity for the region during these crisis situations
and at the sanme tinme try to work the bugs out of the
mar kets they had just introduced, and it was a difficult
thing for themto do, and we have had sone potholes in
t hat process.

The 1SO had to go back and revise prices after
the fact on numerous instances, and that's really gotten
many of the participants upset, and the |ISO has

commtted to working out those problens and has made
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sonme filings with the FERC to try to correct that.

As | nmentioned, one of the things that worked
was | aying out the principles early on in the process,
whi ch got everyone out of the litigation node and into
t he col | aborati on node.

Anot her thing that was a maj or success for us
was the requirenent for divestiture. |In your handout it
says that conpanies may divest their facilities, the
di stribution conpani es divest thensel ves of their
generation facilities. |In fact, every distribution
conpany has undergone the process of divesting itself of
all of its owned generation, and |l argely because the
stranded cost recovery is nmuch nore favorable to themif
t hey divest.

And, in fact, we've even gone farther than what
the Act requires. The Act requires only the divestiture
of non-nucl ear, and we've already had the first in the
nation finalized divestiture of a nucl ear power plant.
Boston Edi son sold its Pilgrimstation to Entergy, which
is a New Ol eans conpany.

Now, what divestiture did that | think was very
good was first it allowed an evaluation to reduce
stranded costs. The value of the non-nuclear units in
New Engl and, and Massachusetts in particular, we have

gotten anywhere fromone and a half tinmes book to six
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ti mes book value. | know Conmm ssioner Conlon nmentioned
he would be willing to offer three times for the --

MR. CONLON: For the hydro.

MR. VASI NGTON: -- for the hydro, and Nort heast
Uilities just sold its hydro for six tines.

MR. CONLON: That's why |I offered three tines.

MR. VASINGTON: It's a shrewd offer.

| don't think an adm nistrative val uation ever
woul d have approached those kinds of nunbers. Just by
the nature of it being a regulatory process where it's
hashed out in the hearing roomreally isn't as good as
testing it in the marketplace to see what the generation
isreally worth. And it's really allowed us to reduce
stranded costs quite a bit in Massachusetts.

Anot her thing that divestiture does is it
conpletely separates the wires business fromthe
conpetitive generation business. Al of the
di stribution conpanies in Massachusetts are now
conpl etely out of the generation business, except for
standard offer, and I'l|l describe that in a few
m nut es.

In fact, several of our largest utilities don't
even have affiliates marketing energy. They originally
set up affiliates to do this, partnering with other

conpani es, but then early on in the gane, they dropped
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out of that |argely because of the restrictions on their
activities between their distribution conpany and
affiliate. Really they weren't -- they couldn't really
take any advantages into the conpetitive market, so they
chose not to participate.

There are a couple conpanies that are. One has
been very successful, Northeast Utilities. Select
Energy has been very active in the marketpl ace.

But by separating the conpetitive function from
t he nonopoly function, it really allows for a rea
deregul ati on, because where -- we now don't have to
monitor as closely as we woul d have the relationship
bet ween a conpany that could use an essential input, a
monopoly input, to its advantage in the conpetitive
mar ket pl ace.

| can tell you from experience in the tel ephone
i ndustry that having to regulate that relationship is
regulatory to the extent, the likes of which |I've never
seen. W called the Telecom Act in '96 a deregul atory
pi ece of legislation. | can assure you it's not.
Regul ati ng nonopol i es | ooks easy conpared to regul ating
nmonopol ies that also participate in the conpetitive
mar ket .

Al so, our divestiture allowed for the pronotion

of new investnent. W have got a |ot of new plants
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bei ng planned. | don't know t he exact nunbers for
megawatts, but | don't think all of it will be built. I
think it's actually -- if you | ook at everything that's
been proposed, it's 125 percent of the existing peak
generation in Massachusetts. So, | don't think all of
it will be built but certainly enough of it will that
we'll see a real econom c benefit fromthat, including
envi ronnent al benefits from newer gas-powered plants
replacing older, dirtier plants.

Securitization has been another strong point of
t he Massachusetts plan. So far, we have only had one
conpany pursue it to its conpletion. W have got
anot her conpany considering it. Boston Edi son
securitized stranded costs resulting fromthe sal e of
the Pilgrimunit to Entergy.

In fact, as we speak, the Comm ssion is being
briefed on the final outcome of that securitization.

So, | can't give you the details. They are being given
to us right now but essentially securitization allows
for I ower capital costs.

Once you' ve nade the decision to allow for the
recovery of stranded costs, doing it the cheapest way
possible | think is a prudent course of action. And |
can think of an anal ogy of what securitization is. It

allows you to take higher cost capital financing and
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replace it with | ower cost.

| f you currently have a car |oan with a bank or
wi th your car dealer, it's probably at a higher rate
than a home equity | oan, and you can take out a hone
equity loan to finance the purchase of a car, and you
get savings in two ways. One is you probably get a
| ower interest rate, and the other one is you're
probably -- you're able to deduct on your taxes the
interest that you're paying.

Well, it's simlar with securitization. You can
repl ace higher cost debt and equity with | ower cost
debt, and at the sane tinme your debt paynments are tax
deductible. So, you get savings in two ways, and |'m
hopeful that we're getting a briefing right now that
shows that our capital costs are a |ot |ower.

We had rate reductions in Massachusetts that
were both a blessing and a curse. W had 10 percent
initially, and now just on Septenber 1st we had 15
percent rate reductions that went into effect. And
essentially what the Legislature did when they nandat ed
these rate reductions, they nandated an advance paynent
on future benefits.

You don't have the benefits of conpetition right
away. It's not like turning on a |light and getting

light. It happens over time, but because we had this
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i nperative need to get short-termrate relief, we got an
advance on what we think will be the benefits down the
line, which will then be paid back over tinme. But
hopefully the benefits of conpetition will equal the
paynents that we'll be making and, you know, the
consuners will actually be receiving those rate
reductions on an econom c basis.

VWhat didn't work so well? Well, the flip side
of the rate reductions is the standard offer. The rate
reductions were put in place through a standard offer
whi ch the distribution conpanies were required to
provi de through 2005, and what the Comm ssion did
incorrectly, in ny opinion -- and unfortunately for ne
wasn't on the Comm ssion at the tinme, so | can say this
-- is it factored in the nandated rate reductions
t hrough the generation price, the conponent that's now
subj ect to conpetition

| think that that was a big mstake. | think
that if you are going to have conpetition, the
generation conponent has to be priced at the -- the
generation conponent in a default service, in a standard
of fer service, has to be priced at the cost that the
di stribution conpany incurs to provide the service, no
nore and no | ess.

| think that if you have to have a nandated rate
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reduction, the place to put it is on the stranded cost
charge, because that -- you can change the anortization
schedul e for that over tine w thout affecting the
conpetitive market. | do believe the conpanies should
have the opportunity to recover their stranded costs,
but | don't think there's any entitlement to recover
themin a specific short time period. | think that that
can be manipulated in a way that allows you to have a
generation price that reflects cost and al so have the
mandat ed rate reductions.

Anot her thing that | think we maybe did not as
wel |l as we could have was unbundling. There's an effort
to unbundle all the conponents of your bill and to show
it to custoners, what your unbundl ed conponents are.
Well, our bills are | think nore confusing now than they
ever were before. W show the standard offer price, we
show the transition charge, we show the distribution
charge, we show a transm ssion charge, we show a
renewabl es fee, we show a demand si de nanagenent fee.

And now for Boston Edison, with securitization,
we have a cryptic little line in the bill that says, "A
portion of your transition costs are being allocated to
a special purpose entity.” Try explaining that to
consuners when they see that on their bill.

There really is no value to consunmers in know ng
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how much of their cost is transm ssion, how nuch is
distribution. There is a value in know ng that for
regul atory purposes, but | don't think it's necessary to
show that in your bill. There is no action that a
consuner can take on the basis of that information.

| think we would be better off show ng two
things: Power and delivery of power. And if you want
to put details underneath that to show what the detailed
conponents of the delivery of power are, then | think
that's appropriate, but it can be done in a way that it
makes it nore understandabl e for consuners.

"1l be happy to answer your questions, and |
t hank you for your tine.

(Appl ause.)

COWM SSI ONER ANTHONY:  Conmi ssi oner Brownel |,
Pennsyl vania Public Utility Conmm ssion.

M5. BROWNELL: Thank you. |'mdelighted to be
i ncl uded anong pioneers. My children would | ook at ne
and say, Mom as a pioneer, you're just old, but I think
what you're going to hear here today, and | think it's
really inportant to keep in mnd, is sone very different
approaches, not any one of which is better or worse than
the other but reflect realities of different state
appr oaches.

And | think only history wwll tell whether we
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were right or wong, and | think it's really
extraordi nary the degree of cooperation anong the states
in sharing informati on about what's worked and what
hasn't. So, | encourage you to keep that in m nd,
because there's always a tendency to want to give report
cards to peopl e.

|"mgoing to talk a little bit this norning
about the process, give you the highlights of what the
Pennsyl vani a nodel | ooks like. Although NRRI is trying
to do I think what a ot of utilities have been trying
to do for years, nmake comm ssioners superfluous to the
process, their summary is probably better than the one |
coul d give you

And | want to reflect a little bit about what
customer reaction has been, because at the end of the
day, this is, in fact, all about noney and, in fact, al
about delivering sonething that's better for consuners.
And |'m sonetines stunned at our Conm ssion when we have
endl ess di scussi ons about detail and policy and nobody
ever tal ks about what the consunmer m ght respond or
think or need, and I think that's inportant to keep in
m nd.

Li ke the other states who preceded ne, in
Pennsylvania, it was all about nobney. Qur costs were

about 15 percent above average statew de, and there were
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huge disparities throughout the state. |In fact, you
coul d pay 100 percent nore sinply by living a mle away
fromsonmeone in the west. So, we thought that if rates
wer e brought down to at |east the national average,

savi ngs woul d be between $1 and $1.5 billion directly
back in the econony of Pennsyl vani a.

There was a confluence of events. O course,
FERC i ssued Orders 888 and 889. Tom Ri dge, our
Governor, really believes in conpetition and asked the
PUC to | ead a stakehol ders process to conme to sone
consensus legislation. | think the stakehol ders process
is of enornous val ue and continued to be of enornous
val ue when we got to settlenents, because everyone was
represented, and while the industrials and the | arge
users certainly led the debate, at the stakehol ders
tabl e, everyone was treated equally.

So, that devel oped consensus | egislation that,
in fact, passed in three days. | think one of the
secrets was the Governor called all of the utilities to
his honme for breakfast and went around the room and
sai d, Okay, who supports this legislation? Only one
conpany was dunb enough to say no. They have regretted
that forever. But i